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SUBJECT: Enpl oyer Tel econmuti ng Program Credit

SUMVARY

Under Personal Inconme Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would authorize a credit equal to $200 for each qualified
residential telecommuting position, as defined, and $100 for each qualified

tel econmuti ng center position, as defined, created and staffed by the taxpayer’'s
enpl oyees in California during the taxable or inconme year

EFFECTI VE DATE

This bill would apply to taxable or incone years beginning on or after
January 1, 1999, and before January 1, 2003.

LEG SLATI VE H STORY

AB 736 (1995), AB 2378, AB 2592 (1996), AB 1623 (1998).

SPECI FI C FI NDI NGS

Federal and state laws allow a variety of special tax credits and deductions
designed to pronote or influence specific taxpayer behavior believed to generate
soci al or econom c benefits for the general public. Included in state and
federal law are tax incentives designed to pronote business, such as credits for
research and devel opnent of new products, purchasing manufacturing equi pnent, and
providing child care facilities to enployees. Neither state nor federal |aws

al l ow a deduction or a tax credit for teleconmuting. However, to the extent

tel econmuti ng expenses are considered ordinary and necessary to conduct the

t axpayer’s busi ness, expenses would be allowed as a business expense deducti on.

Exi sting state | aw provi des general rules which apply to the division of credits
anong two or nore taxpayers, a husband and wife, and partners. Unless specified,
no tax credit nmay reduce regular tax below the tentative mninmumtax (TM).
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Under the PITL and the B&CTL, this bill would authorize a credit equal to $200
for each new qualified residential telecomuting position, as defined, and $100
for each new qualified tel econmuting center position created by the taxpayer and
staffed by the taxpayer’s enployees in California during the taxable or income
year.

AB 1747 specifies that the nunber of new qualified residential tel ecommuting
positions and new qualifiedtel econmuting center positions created by the

t axpayer woul d be determ ned by subtracting the total nunmber of residential

tel ecommuti ng enpl oyees or tel econmuting center enpl oyees, as applicable,

enpl oyed by the taxpayer during the imedi ately preceding year, fromthe nunber
of those enpl oyees enpl oyed by the taxpayer during the taxable year in which the
credit is allowed.

A residential tel econmuting enpl oyee would be defined as any of the taxpayer’s
enpl oyees who tel ecommutes, as defined in the bill, has a wittentel ecommuti ng
arrangenent with the taxpayer, and perforns at |east 40% of his or her norma
wor k week in the enployee’s residence. An enployee who does not have a witten
residential tel ecormuting arrangenent with the taxpayer, but otherw se neets the
requirements for a residential tel ecommuting enployee in the inmediately
precedi ng taxable or inconme year, would be considered a residentialtelecommuting
enpl oyee for the previous year for purposes of calculating the credit.

A telecommuting center enpl oyee would be defined as an enpl oyee of the taxpayer
who tel ecormutes, has a wittentel ecomuting arrangenent with the taxpayer and
performs 40% of the services that are part of the enployee’s normal workweek at a
tel ecommuting center. A qualifiedtelecommuting center position is defined in a
manner simlar to a qualified residential tel ecomuting position; however,

tel ecommuting center enployees would be required to tel econmute froma

tel ecommuting center rather than the enpl oyee’ s residence.

This bill would define ateleconuting center as any facility that is all of the
fol | ow ng:

an office which is not the central worksite for any of the taxpayer’s

enpl oyees;

located in California and is at least nine mles fromthe taxpayer’'s centra
worksite and requires the enployee to commute a shorter distance than to the
taxpayer’s central worksite; and

where the tel ecommuters are not regularly supervised at the site in the
performance of their duties.

This bill would define a “central worksite” as a |location of the taxpayer’s
business in California where other enployees of the taxpayer perform services and
where the enpl oyee would ordinarily and otherw se report for work and performthe
duties required for the job if the enployee did not participate in residential

tel ecommuting or tel ecommuting center arrangenments. To qualify for this credit,
an enpl oyer must have at |east one California central worksite.

This bill would define residential telecomruting or tel econmuti ng center
arrangenment as “a witten contract between the taxpayer and enpl oyee defining the
responsibilities of the taxpayer and enployee with respect to a job allow ng
residential telecomuting or tel ecommuting center work.”
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This bill would provide that any unused credit may be carried forward for up to
10 taxable or income years after a credit is allowed. Any credit unused after
10 years woul d be | ost.

The general rules regarding the division of credits would apply, and the credit
woul d not reduce regular tax below TMI for alternative m ninumtax (AMI)
pur poses.

| npl enment ati on Consi derati ons

This bill could be inplenented during the departnment’s annual updates.

Techni cal Consi derati ons

Departnment staff is available to assist in resolving these and ot her
concerns that may ari se.

This bill does not define several terns, including “hours of enploynent” and

“regul ar supervision of enployees.” This bill provides a nethod for

cal cul ating the nunber of qualified new residential teleconmuting and

tel econmuti ng center positions created during a year on the basis of hours
enpl oyed but does not define this concept or these terns. The credit is
applicable to hourly and sal ari ed enpl oyees. The hours of salaried

enpl oyees are not always clear. Carification of these ternms would mnim ze

difficulties related to the departnment’s inplenmentation of this bill

Language allowing the carryover of the credit for years after the credit is
repeal ed i s unnecessary since the general rules in the Revenue and Taxati on
Code al ready provide such rules. Anendnents 1 and 4 would renove this
unnecessary | anguage.

Carryover |anguage in the B&CTL woul d all ow unused credit to be carried over
and applied against the “net tax.” However, the proper term under the B&CTL
is “tax,” which is defined under B&CTL Section 23036, rather than “net tax,”

which is defined in the PITL. Amendnents 2 and 3 would correct this
t echni cal consi derati on.

This bill would determ ne the nunber of positions by several references to
t he nunber of hours tel ecommuting enpl oyees were enpl oyed on the basis of

2,000 hours of enmploynment per position. The total nunber of positions would
be rounded down to the nearest whole nunber. Thus, if several telecomuters
wor ked over 2,000 hours in a year, a credit for an additional position could
be generated even though no additional enployee was actually enpl oyed by the

t axpayer. However, the same nethod of calculation also would result in no
credit if a telecommuter was enpl oyed | ess than 2,000 hours during the year.

This bill would deny the credit for telecommuting enpl oyees who perforned

| ess than 40% of their services telecomuting fromw thin their residence or

at a telecommuting center, but whose services at both tel econmuti ng
| ocati ons exceed 40%
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FI SCAL | MPACT

Departnmental Costs

This bill is not expected to significantly inpact the departnment’s costs.

Tax Revenue Esti mate

The revenue | osses under the B&CT and PIT | aws are estimated as foll ows:

Estimat ed Revenue | npact AB 1747
Taxabl e and | ncone years
Begi nning After 12/31/98

Fi scal Year

(In MI11Iions)
1998- 99 1999- 00 2000- 01 2001- 02
($1) ($5) ($5) ($2)

It is anticipated that approxi mately 90% of the revenue | oss woul d be
attributable to B&CTL with the balance to PIT. Additionally, this estimte
does not account for changes in enploynent, personal income, or gross state
product which could result fromthis proposal.

Tax Revenue Di scussi on

The estimated | osses reflect applied credits in the respective years and
were determned in several steps. First, the nunber of California

i ndi vidual s currently tel ecomuting was based on an article in ConpuServe
magazi ne, February 1995. According to this article, 6 mllion Anericans
were estimated to tel ecommute or approximately 5% of the U S. workforce. It
was assumed that California' s distribution would not be materially different
fromthe nation as a whole (5% . This yields an estimate of approximately
670,000 California workers who teleconmute. It is assuned that the mpjority
of telecomuters were white-collar workers. Therefore, telecommuters
represent approximtely 9.1%of the white-collar workforce. By the year
2000, according to a survey conducted by an Qakl and-based Institute for the
Study of Distributed Wrk, 15% of the nation’s white-collar workers are
expected to tel ecommute. The next step was to identify and exclude the
number of individuals tel econmuting who work for governnent or non-profit
organi zations. This was estimted based on data obtained fromthe
California Statistical Abstract 1997 and the U S. Statistical Abstract under
the assunption that California s distribution would not be materially
different fromthe nation as a whole. This yields an approximte 171, 000
tel econmuters (approxi mately 158, 000 gover nnent enpl oyees and 13, 000 non-
profit organi zation enpl oyees) in the base year or approximtely 24% of
white-collar workers. The next step was to identify the nunber of

i ndi vidual s tel ecommuting who tel ecormute at | east 40% of their work hours.
Thi s was based on a study conducted of Contra Costa County enployees in
1993, which estimated that the average anpbunt of days spent tel econmuting
per person was 3.3 days per nonth. This conposite average was then

al l ocated based on a nonthly average for individuals into 2, 4, and 8 days
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per nmonth to determine the percent of teleconmuters within each category.
This yields 55% 35% and 10% respectively.

Assunptions were then made that the majority of telecommuters would be full-
ti me enpl oyees, and the nunmber of individuals telecommuting 40% or greater
woul d doubl e over the next few years. It is assunmed that 20% of al
projected growmh in telecommuting will qualify the enployer for an average
applied credit of $100. Adjustnents were made to allow for a 2% popul ati on
growmh. Finally, it was assuned that 95% of tel econmuters would be
residential, and that the bal ance would be for central telecomuters, the
latter for an average applied credit of $50.

The reason for the larger inpact in revenue |osses over the first two years
is due to base year limtations (existing telecomuters who tel ecommute
under 40% of their tine increasing the nunber of teleconmuting days). After
this initial transitional period, the nunber of new individuals qualifying
for the credit would decrease and |level off at the projected growmh in

t el ecommuti ng.

BOARD POSI TI ON

Pendi ng.
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Colin Stevens

Tel ephone # 845-3036

At t or ney

FRANCHI SE TAX BOARD S
PROPOSED AMENDIVENTS TO AB 1747
As I ntroduced February 3, 1998

AMENDMENT 1

strike fromline 40 to page 5, line 2

AMENDMENT 2

line 40, strike “net tax” and insert:

AMENDMENT 3

line 1, strike “net tax” and insert:

AMENDMENT 4

strike lines 6-8.

Doug Bramhal |



